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PREFACE 


Tue present issue of International Conciliation is a logical 
sequence to the study in the January issue of the European 
Recovery Program, in which it was pointed out that success of 
that plan will depend to a considerable extent upon the establish- 
ment of effective multilateral trade throughout the world. Like- 
wise, the program of technical assistance to underdeveloped 
areas proposed by President Truman and now under discussion 
in the United Nations Economic and Social Council concerns 
problems for the solution of which Chapter III of the Charter 
of the International Trade Organization can offer important 
suggestions. 

This survey, expressing the views of the authors on a subject 
of continuing controversy, clearly presents the major lines of 
discussion, analyzes the main points in the Charter, and frankly 
argues for its adoption. It has been prepared by Dr. Percy Bid- 
well, who is Director of Studies of the Council on Foreign Re- 
lations, and by Mr. William Diebold, Jr., also a member of the 
research section of the Council. It was originally designed as a 
pamphlet for the Committee on International Economic Policy, 
which from 1944 to 1948 devoted major attention to the whole 
problem of international trade. In February 1945, Dr. Bidwell 
wrote a pamphlet in this series entitled 4 Commercial Policy for 
the United Nations, which traces the growth of the ideas later de- 
veloped into the Proposals for an International Trade Organiza- 
tion Charter. Other pamphlets in the series, which now can 
be procured from the Carnegie Endowment for International 
Peace, include Preferences and Discriminations in International 
Trade, by Howard P. Whidden, Jr.; The “Ten Per cent” Fallacy, 
by Amos E. Taylor; Imports—The Gain From Trade, by Robert 
L. Gulick, Jr.; International Commodity Agreements: Hope, 
Illusion, or Menace? by Joseph S. Davis; and Reciprocal Trade 
Agreements in the World Economy, by J. M. Letiche. 


New York, March 21, 1949 
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THE UNITED STATES 
AND THE 
INTERNATIONAL TRADE ORGANIZATION 


By 


Percy W. Bipwett anp Wiiu1aM Digsoxp, Jr. 


Ar Havana in March 1948, representatives of the United 
States Government, along with those of fifty-two other nations, 
signed the Charter of the International Trade Organization.’ 
Later, in July 1948, Turkey also joined the other signatories. 
This act, when duly ratified by the signatory states, will add to 
the ancillary institutions already set up by the United Nations— 
the Monetary Fund, the International Bank, and the Food and 
Agriculture Organization—one of supreme importance, a key- 
stone in the arch of economic cooperation. 

The purpose of this pamphlet is not to undertake a thorough 
analysis and description of the various provisions of the Charter. 
That has been competently done, both officially and privately.? 
The authors propose, rather, to give a general view of the docu- 
ment and then to examine some of the principal objections that 
have been raised against it. They should, at the outset, warn 
the reader that they are sympathetic with the purposes under- 
lying the Charter and favor adherence to it on the part of the 
United States. Nevertheless, they hope to give in the following 
pages a fair presentation of its defects as well as of its merits. 

Whether or not the United States will join the new organiza- 
tion is a question for the Eighty-first Congress, now in session, 
to decide. The Department of State, which took a leading part 

1For background material, the reader may wish to consult A Commercial 
Policy for the United Nations by Percy W. Bidwell, published by the Committee 
on International Economic Policy in cooperation with the Carnegie Endowment 
for International Peace, New York, 1945. This pamphlet, after reviewing the at- 


tempts to reduce trade barriers following World War I, traces the growth of the 
ideas which finally developed into the ITO. 


2See particularly the excellent book by Clair Wilcox, A Charter for World 
Trade (New York, 1949). 
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in framing the Charter, will urge its adoption as an essential 
part of our foreign economic policy. 

Most American business organizations endorsed the principle 
of an international trade organization when the idea was first 
put forward, but now business opinion on the ITO Charter js 
divided. Some organizations, like the National Council of 
American Importers, endorse it as the best agreement obtain. 
able under the circumstances. Other groups, like the United 
States Chamber of Commerce and the National Foreign Trade 
Council, oppose American adherence to the Charter. Some of 
the businessmen who oppose the Charter feel that the conces 
sions made to foreign governments sanction or actually invite 
governmental intervention in world trade. Others hold to the 
belief that the United States has nothing to gain by adhering 
to a code of rules punctured by many exceptions. They know 
that the difficulties of doing business abroad are likely to remain 
serious, and that the barriers which keep their goods out of 
foreign markets will not fall like the walls of Jericho at the sev- 
enth reading of the ITO Charter. 

As a result of the November 1948 elections, the Charter will 
probably receive a better welcome in Congress than would have 
been the case a year earlier. The opposition of certain Republi- 
can Senators and Congressmen to the Hull Trade Agreements 
Program boded ill for the ITO, which is the logical develop- 
ment and extension of that program on a multilateral rather 
than a bilateral basis. It is not without significance, however, 
that the recent elections removed from both the Senate and the 
House some of the most outspoken opponents of liberal tariff 
policies. For example, there were ten Republican Senators seek- 
ing reelection in November 1948 who in June had opposed the 
extension, without amendment, of the Trade Agreements Act. 
Of these, six were defeated. Similarly, sixty-three Republican 
Representatives who voted in May 1948 against the extension 
of the program, lost their seats to Democrats in November. 

On the positive side, we find among the Republicans reelected 
two outspoken supporters of the Charter, Hon. Jacob K. Javits 
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of New York and Hon. James G. Fulton of Pennsylvania. Ap- 
pointed as a special subcommittee of the Committee on Foreign 
Affairs, these Congressmen began their study of the Charter in 
the summer of 1947. After attending, as United States delegates, 
the United Nations Conference on Trade and Employment at 
Havana in December 1947-March 1948, they prepared, and sub- 
mitted to the House Committee on Foreign Affairs in October 
1948, a careful appraisal of the Charter which urged its adoption.’ 


A Quick View of the Charter 


The Charter which will be presented to the United States 
Congress for approval is a multilateral agreement signed by rep- 
resentatives of fifty-four nations. In signing, they pledged their 
countries, subject to ratification by the proper authorities, to 
observe in the conduct of their foreign trade a uniform set of 
rules, a code of behavior. Their aims in framing the Charter 
were those which inspired the organization of the United Na- 
tions and all other postwar efforts in the field of international 
cooperation, namely, to “create conditions of stability and well- 
being which are necessary for peaceful and friendly relations 
among nations.” More specifically, the nations cooperating in 
the ITO are concerned with the expansion of trade and produc- 
tion. To this end they have pledged themselves (1) to take meas- 
ures to prevent mass unemployment, (2) to reduce tariffs, 
(3) to abolish quantitative restrictions on imports and exports 
(that is, quotas), and (4) to practice equality of treatment in 
their commercial relations with other members. Finally, as a 
means of translating these pledges into effective joint action, they 
have agreed to set up an Organization with judicial and quasi- 
administrative powers. 


An American Idea 
The idea that a trade body should be set up after the war to 


3 The International Trade Organization; An Appraisal of the Havana Charter 
in relation to United States Foreign Policy, with a Definitive Study of Its Pro- 
visions (Washington, 1948). For full titles of this and other works mentioned in 
the text, see the “Bibliographical Note” at the end of this pamphlet. 
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supplement the work of the International Monetary Fund and} we 
the World Bank in restoring a world economy was largely an} doy 
American invention, Certainly, the United States did more than 
any other nation to translate thought into reality. After a succes 
sion of memoranda had been debated in several departments 
of the United States Government, the Executive Branch formally 
presented its Proposals in December 1945. On the initiative of 
the United States the machinery of the United Nations was set 
in motion. The United Nations Economic and Social Coungl 
issued a call for an international trade conference and appointed 
a Preparatory Committee to prepare a draft for a multilateral 
trade agreement. In meetings in London (October-November 
1946), Lake Success (January-February 1947) and Geneva (April- 
August 1947), the Committee worked on the proposals for an 
ITO which had been drawn up by experts in the United States 
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emerged finally from the Havana conference (November 1947- 
March 1948) as the Charter of the International Trade Organ- 
ization. These facts are cited, not in boastful fashion, but to 
meet the objection that the Charter represents another attempt 
on the part of foreigners to put something over on Uncle Sam. 
Quite the contrary; the Charter in its broad outlines is an ex 
pression of American policy which we should like to see made 
universal. 

Whatever other objections are made to the Charter, and they 
are many, it cannot be claimed that it was hastily put together 
without due deliberation and debate. To produce a document 
which most participating nations would sign required a three 
year process of drafting, negotiation, redrafting, and renegotia- 
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Washington grew mightily. The few simple principles laid 
down in their memoranda proliferated into a formidable agree- 
ment of 106 articles and 16 annexes. To steer the inquiring lay- 
man through the maze of provisions, qualifications, and excep- 
tions, the United States Department of State has provided a 
sixteen-page “Guide to the Study of the ITO Charter.” 


Obstacles to Agreement 


The delay in the gestation of the Charter and its eventual 
complexities have caused some of the early sponsors of the ITO 
idea to lose interest. But it is difficult to see how, in the present 
state of the world, a quicker and more simplified agreement 
could have been obtained. When the idea of a world trade 
organization was first broached, people were thinking about 
postwar largely in terms of prewar. After a few years of “transi- 
tion,” industry and trade all around the world, they thought, 
would return to “normal.” 

It has not happened that way, for a number of reasons. First, 
in some countries the destruction of physical facilities for pro- 
duction and trade (ships, port facilities, railways, factories, etc.) 
proved greater than anyone had expected. The destruction of 
equipment was accompanied by deterioration of the labor force 
in physical stamina and morale. People in some of the occupied 
or ravaged countries were unable to work as hard as before the 
war. But their desire to consume was as strong as ever; in fact, 
relying on wartime promises, they demanded much more in 
the way of housing and social services. The result of lagging 
supply and rising demand was to create the balance-of-payments 
difficulties now commonly described as shortage of dollars. Coun- 
tries faced with such a situation naturally did not see eye to eye 
with those whose current international accounts showed a surplus. 

A second difference made sharper by the war was that which 
existed between countries with mature industries, like the United 
States, the United Kingdom, Switzerland, Belgium, and France, 
on the one hand, and, on the other, countries like Australia, New 
Zealand, India, and Brazil, where manufactures are in an early 
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stage of ‘development. The mature countries naturally were 
eager to export finished goods. The others, hoping that indus 
trialization would raise living standards, insisted on retaining 
the right to protect infant industries. 

More important in blocking agreement on the principles of 
postwar trade were differences in economic institutions and eco. 
nomic policies—the three-way split into outright state-trading 
countries, countries with a mixed system, and those in which 
private enterprise remained dominant. The USSR, though in- 
vited to do so, did not participate in any of the discussions of the 
Charter; and Czechoslovakia was the only one of the satellite 
states to sign it. The attempt was made, however, to frame the 
Charter so as to make Russia’s adherence possible. But even the 
absence of Russia did not bring harmony, for the discussions 
revealed that the so-called Western World is far from united 
on questions of economic policy. Conspicuously in England, and 
in France, Holland, and other countries as well, the necessities 
of a war economy, followed by the dollar famine of postwar 
years, have given a great impetus to economic planning and to 
government intervention in both domestic and foreign trade. 
The United States, by contrast, is now the principal protagonist 
of the private-enterprise system. Thus, in the debates over the 
Charter at Havana and earlier in London, New York, and 
Geneva, United States representatives were in the position of 
urging upon Englishmen, Frenchmen, and Hollanders the 
laissez-faire trade policies, current in Western Europe a century 
ago, which many Europeans seem now to have abandoned. 
In a very real sense the Charter attempts to bridge the gap be- 
tween the new economics of the Old World and the old eco 
nomics of the New. 


The objections which have been raised to the Charter may be 
summarized under two main heads: 
I. The Charter is too weak. 


A.—It has too many loopholes. The rules it lays down 
have been so perforated by exceptions and qualifications 
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that nothing remains of the original structure. 

B.—The Charter does not do enough to foster private 
trading and to spread the American system of competitive 
enterprise. 


. The Charter is too strong. 

A.—It sets up an Organization, a kind of supergovern- 
ment, with power to plan world trade and to interfere 
with domestic economic policy. 

B.—The voting arrangements do not adequately protect 
the interests of the United States. 


1—Are There Too Many Loopholes? 


“There are more exceptions than rules in the ITO Charter.” 
That is the gist of one of the major criticisms. It is perfectly true, 
in one sense. Over and over again the Charter states a general 
principle in one rather short, easy article. Then follow several 
long and complicated articles explaining the circumstances in 
which the general rule will not apply. So far as space is con- 
cerned, the Charter certainly gives many more linear inches to 
exceptions than to the original rules. It does not necessarily 
follow, however, that the rules are unimportant. 


The Charter aims to establish a body of rules governing the 
foreign trade of the countries that adhere to it. The purpose of 
these rules is to liberalize the conditions of world trade so that 
its volume will expand and its composition improve, to the 
benefit of all. But trade is complicated. Economic conditions are 
upset. World politics are unsettled and disturbing. Every coun- 
try has its own special problems. No government, including that 
of the United States, is in a position to say that at no time in the 
future, and under no circumstances, will it deviate one hair’s 
breadth from an elaborate set of detailed rules governing trade. 
So rigid a structure would soon fracture, unless the rules were 
so general that they had no concrete meaning. Hence, in every 
international agreement there must be exceptions. 
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In judging the agreement we have to ask ourselves: 


(1) Is the combination of rules and exceptions in the ITO 
Charter a realistic one—that is, does it take account of 
the world of today? If not, the Charter will not work, 

(2) Is the combination one which seems likely to yield good 
results for the United States—that is, will it help create 
better trading conditions than would otherwise exist? 
If not, we do not want the Charter. 


The Charter contains two central rules: the rule of equality—a 
country which joins the Organization may not discriminate 
against another member in administering tariffs, taxes, or trade 
controls; and the rule against .quotas—generally speaking, coun- 
tries may not control their imports or exports by quotas or other 
forms of quantitative restrictions. Each of these rules is stated in 
general terms and then provided with a number of exceptions, 
These are the loopholes which have been most criticized: 


Loophole A—to accommodate countries which have difficul- 
ties with their balance of payments; 

Loophole B—to permit undeveloped countries to protect in- 
fant industries; 

Loophole C—to permit preferential trading arrangements. 


Let us consider these exceptions in the order listed. 


Loophole A: Balance-of-Payments Difficulties 


In simple terms, a country is in balance-of-payments difficul- 
ties when it does not have enough foreign money to pay for all 
the foreign goods its citizens would buy if allowed a free hand.‘ 
Of course, a country can continue importing if it likes until its 
funds are exhausted. Then it will import only what it can pay 
for out of current exports, unless it can borrow abroad. But 


4 This is not a general treatise on international economics, so the reader is 
asked to bear in mind that simplifications of this sort used in the text are tailored 
to present purposes. This one, for instance, omits the complications that arise 
from considering other foreign financial obligations a country may have, its pos- 
sibilities of borrowing abroad, the question of gold, etc. These omissions do not 
seem to distort our reasoning. 
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most countries prefer to put a brake on imports before things 
become too bad, in order to maintain both a working balance of 
foreign exchange and some reserves. So they limit imports, par- 
ticularly of luxury goods. 

Most countries at the present time are short of foreign curren- 
cies. The United States is the outstanding exception. Canada and 
Belgium are not in great trouble so far as their foreign accounts 
as a whole are concerned, but are short of dollars and cannot 
turn their holdings of other currencies—pounds, francs, lire, 
kroner—into dollars except on a very small scale. Many Latin 


/ American countries which ended the war with big dollar bal- 


ances have drawn them down until they are pressed to find 
enough United States money to pay for current imports. 

The balance-of-payments problem is not just a money ques- 
tion. It involves production, labor, new machinery, living stand- 
ards, and politics. No single measure will get a country out of 
this difficulty, and no combination of measures will provide quick 
relief. When the original Proposals for the ITO were published 
in December 1945, it seemed that the balance-of-payments dif- 
ficulties might be over in a few years. That was the “transition 
period” from war to some kind of normal world. But these ex- 
pectations were too optimistic. The disturbance was deeper than 
it seemed, and recuperative measures have not been adequate. 
The transition, if we may still call it that, is going to last quite 
a while. 

From the first, the American officials responsible for launch- 
ing the Charter recognized that countries in balance-of-payments 
difficulties would need special privileges. They would need to 
restrict imports by quotas. But the permission had to be quali- 
fied. Three questions arose: (1) How great a departure from 
the rules should be permitted? (2) For how long? (3) Who 
should decide when a country has the right to use these ex- 
ceptions? 

The Charter answers these questions in a series of complex 
provisions which leave the ITO a certain amount of discretion 
in determining all three points. A country which has balance- 
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of-payments difficulties may limit its imports by quotas to the 
extent necessary to build up its gold and foreign exchange re. 
serves, or to balance its foreign accounts upset by the war. Ip 
deciding whether a country’s reserves are so low that it is justi- 
fied in applying quotas, the ITO will accept the decision: of the 
International Monetary Fund, on which the United States, by 
the way, casts the largest bloc of votes.’ If exporting countries 
feel that their markets are being restricted more than is neces. 
sary, they can complain to the ITO. No time-limit is set for these 
exceptions, but two years after the Charter comes into force the 
ITO will review all of them. 

A country that wants to use quotas to protect its foreign ex- 
change reserve may also want to apply them, not in accordance 
with the principle of equality, but on a discriminatory basis. Its 
balance-of-payments problem may arise, not from a general 
shortage of foreign exchange, but from a shortage of certain 
“hard currencies” such as dollars and Swiss francs. A country in 
this position will want to husband its hard currencies and may 
be willing to pay a somewhat higher price for goods if it can 
buy them with more plentiful “soft currencies.” Under certain 
circumstances the Charter authorizes this type of discrimina- 
tion. Between them, the ITO and the Fund have some con- 
trol over these departures from principle, and after March 1, 
1952, their influence is to be increased. It would be hopeless for 
us to try to disentangle these rules in this pamphlet, or to assess 
how they will work. In its “Study Guide” the State Department 
points out that the Charter provides for the “virtual elimination” 
of this kind of discrimination “after the end of the postwar 
‘transition period’ as determined for each country by the Inter- 
national Monetary Fund.” The outside observer can only keep 
his fingers crossed, remembering the tacit assumptions involved 
in the term “transition period.” 

It seems, then, that for some time to come any country that 
is really in balance-of-payments difficulties will be free to put 





5 Other provisions in the Charter are intended to harmonize the rules on quotas 
with the Fund’s rules on exchange control—two ways of doing the same thing. 
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quantitative restrictions on its imports, and, in many cases, to 
discriminate in favor of goods coming from soft-currency coun- 
tries. Concretely, this means that most countries in Europe, and 
in the rest of the world, will be free to restrict imports from 
the United States, and even to discriminate against American 
goods. 

Does this mean that the balance-of-payments exceptions go 
too far? We think not, for two reasons. First of all, countries 
do not derive their freedom to use quota restrictions from the 
Charter. They already have that freedom and are using it. They 
would never sign a Charter that took it away, and most econo- 
mists believe they would be foolish to do so. Under these cir- 
cumstances, one does not have to be a diplomat to see that the 
United States would have little chance of introducing in the 
Charter an iron-clad rule against this type of import control. 

Secondly, it must be recognized that the Charter does put 
some restraints on the use of quota restrictions. It establishes 
standards, provides a procedure for complaint, and gives a cer- 
tain amount of power to the ITO and the Fund to check abuses 
and to bring the controls to an end. How well these provisions 
will work depends partly on the policies followed by the ITO, 
and by countries within the ITO, and partly on events falling 
outside the scope of the Charter. If there are few grounds for 
optimism, it is not because the provisions of the Charter 
are faulty, but because of the disordered state of the world. In 
such a world a rigid Charter would be divorced from reality. 

So we conclude that the drafters of the Charter made the right 
choice in tackling the balance-of-payments problem head-on. The 
tules they have adopted are complex, but they are inspired by a 
sound approach. Only experience will show how well they work. 
There will certainly be many difficulties and controversies. The 
basic difficulties arise outside the ITO Charter and transcend 
it. Similarly, overcoming these difficulties will depend mostly on 
economic and political developments and governmental policies 
along a much broader front than the Charter covers. So far as 
we can judge, the Charter’s rules for countries in balance-of- 
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payments difficulties seem likely to be of some help in dealj 
with the problem. These exceptions to the Charter’s long-ruy 
rules against quota restrictions are not gratuitous loopholes 
carved to let perverse governments escape from their obligations 
(though they could be used that way). Rather, they are the 
product of a serious and careful attempt to provide a way for 
the basic principles of the Charter to survive in a very unfayor. 
able climate. 


Loophole B: Restrictions on Imports to Promote Economic 
Development 


A second set of exceptions to the Charter’s rules was provided 
at the insistence of the so-called “underdeveloped countries” 
which wish to build up their industries. When the Charter was 
proposed in December 1945, an outcry went up in Latin Amer- 
ica, China, India, and other countries whose postwar plans called 
for a large expansion of industry. “If we want a national in- 
dustry in Mexico, and in other countries of Latin America, how 
can we do away with our tariffs?” asked Vicente Lombardo 
Toledano, the Mexican labor leader. “Never! We would never 
have the chance of creating our own industry. For this reason 
we were against the Clayton Plan (at Chapultepec) and we shall 
be against all plans inspired by Clayton which try to yoke us 
to foreign markets, putting an end to our own wishes and to all 
prospects of industrialization in our country.” Somewhat more 
sedately, a committee of the Federation of Indian Chambers of 
Commerce and Industry said that if the basic principles of the 
original American Proposals were accepted, they would be “likely 
to affect and arrest the growth of the economic development of 
industrially backward countries like India.” 

It was charged that the United States wanted trade barriers 
reduced so it could flood the world with its goods and prevent 
everyone else from building competing factories. Spokesmen for 
the United States Government quickly answered that they 
favored the industrialization of underdeveloped countries; they 
foresaw benefits, not injury, to the United States in the all 
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round increase in prosperity. But they warned that tariff pro- 
tection for infant industries was no magic formula which would 
raise new factories out of the earth. Too much protection would 
hurt the people of the underdeveloped countries by making every- 
thing they bought, or made, more expensive. 

Warnings of too much protection sounded strange coming 
from the United States, a country which for many years had 
been building up its own industries behind the highest tariff 
walls in the world. Anticipating charges of inconsistency, Clair 
Wilcox, leader of the American delegation, told the first ITO 
conference in London: “. . . the fact that we have sinned in the 
past should not be taken to justify all of us in sinning in the 
future, to our mutual harm. Certainly, it should not be in- 
ferred that the economic strength of the United States can be 
attributed to the restrictions that we have imposed on our ex- 
ternal trade.” He pointed out that the size of the internal mar- 
ket, which “the founders of our republic wisely provided . . . 
should not be split by customs barriers,” had a lot to do with 
the growth of American industry. 

The United States recognized that new industries in under- 
developed countries would sometimes need government as- 
sistance. 


But we believe [said Mr. Wilcox] that such aid should be confined 
to enterprises that will eventually be able to stand alone and that 
it should be provided directly, by public contributions, rather than 
indirectly by restraints on trade. The interests of undeveloped coun- 
tries in sound industrialization cannot be served effectively by im- 
posing arbitrary restrictions on the flow of goods and services.® 


But the United States was to retreat a long distance from this 
position before the bargaining was over at London, Geneva, and 
Havana. In the Cuban capital, especially, the representatives of 
the underdeveloped countries, more numerous than at previous 
meetings, secured a number of concessions. 

There is nothing in the Charter itself that prevents a country 


6U.S. Department of State, Bulletin, October 27, 1946, pp. 757-60. 
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from raising its tariff; so there is room for this traditional form 
of infant-industry protection. However, many members of the 
ITO will also have signed a multilateral agreement reduc. 
ing certain import duties and binding others (i.c., agreeing not 
to increase them). If a country, in order to protect an infant 
industry, desires to raise one of these so-called “contractual 
rates,” it must take up the matter with its partners in the tariff 
agreement who would be particularly affected by the new duties, 
Suppose India, for instance, having reduced its import duty on 
automobiles in the international agreement, decided to create a 
new automobile industry with the aid of tariff protection. Indig 
would have to negotiate with, say, the United States, Britain, 
and perhaps France and Italy, asking them to agree to an in 
crease in its duty on automobiles. In return, India might offer 
to reduce its tariffs on other products coming from these coun- 
tries, or permit them to raise the duty on certain Indian goods, 
At this point, the ITO steps in. It may take a hand in the ne 
gotiations, and set a time-limit so that they do not drag on in- 
definitely. When “substantial agreement”’ has been reached, the 
ITO gives the green light to India to put in force the new pro- 
tective duties. In brief, this procedure means that no country 
can crawl through the infant-industry loophole without gaining 
the consent of the other interested parties in negotiations scru- 
tinized by the ITO. 

If the underdeveloped country wishes to use quotas rather 
than duties to protect its new industries, it must follow the same 
procedure if contractual rates are involved. If not, the decision 
whether or not to permit the use of quotas rests largely with 
the ITO. 

Economic development receives attention elsewhere in the 
Charter, in provisions for fitting existing infant-industry protec- 
tion into the new system, giving ITO assistance to countries 
wishing to build new industries, and setting out general prin- 
ciples regarding sound industrialization. One more loophole is 


7 This is an imprecise expression. The State Department apparently regards it 
as meaning the consent of the countries principally interested. 
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opened to underdeveloped countries in the provision that neigh- 
boring countries which wish to enlarge the protected markets 
for their infant industries may grant trade preferences to each 
other. If these preferential arrangements meet certain specified 
conditions, the ITO will sanction them with only a majority 
yote. If they do not meet these conditions, a two-thirds ma- 
jority is required, the normal rule for waiving Charter require- 
ments. But these arrangements must be approved by the ITO, 
which is the watchdog on guard at all the lgopholes. 

Critics of the Charter are worried, not only by the substance 
of the infant-industry exceptions, but by the voting strength of 
the underdeveloped countries. They foresee a large bloc of 
underdeveloped countries voting together in the ITO, log-rolling 
to grant each other liberal use of import duties and quotas.® 
The danger is real. There are more underdeveloped than de- 
veluped countries in the world. Well over half the signatories 
of the Havana agreement are properly classified as “underdevel- 
oped countries,” and there are several others that might often 
be expected to vote with them. But it is a gross oversimplifica- 
tion to suppose that so large a body of countries will invariably 
stick together in a tight group. Conflicts of interest will arise; 
negotiation will always be possible on a particular issue. Few 
underdeveloped countries, moreover, can hope to develop their 
industries at a rapid pace without considerable help from the 
more advanced countries. It should also be remembered that 
when cases are brought to the ITO, the decisions will usually 
be made, not by the full membership, but by the Executive 
Board, where only two underdeveloped countries, China and 
India, will have permanent seats.? While underdeveloped coun- 
tries will surely fill a number of the remaining ten or eleven 
seats, their majority, if they have one, will be rather close. Nor 


8In some respects the situation is worse than these critics realize. The eco- 
nomic-development provisions will apply not only to infant industries in under- 
developed countries, but also to the reconstruction of industries in war-torn coun- 
tries, a point which is generally overlooked. 


9See below, pp. 229-230. 
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is voting strength the sole indication of bargaining power in q 
group of this sort. 


Congressmen Javits and Fulton defend the concessions made 
in the Charter to the underdeveloped countries on three grounds; 
(1) “. .. the underdeveloped countries are so numerous and g9 
determined in their position” that substantial concessions had 
to be made to them; (2) “More than half of the world’s inter. 
national trade is now included in [trade] agreements,” from 
the terms of which the underdeveloped countries can escape 
only with the consent of the other parties; (3) “... even with 
the compromise, the charter provisions are a substantial advance 
over the present situation. Without the charter there is no legal 
inhibition upon . . . quantitative restriction” or, in many cases, 
on preferential agreements.’® 


The Congressmen emphasize the obstacles underdeveloped 
countries must overcome before they can get ITO sanction for 
the protection of their infant industries by quotas, especially if 
the products involved are covered by a trade agreement. They 
call attention to the numerous ways in which the Charter safe- 
guards the interests of more advanced countries. And, signifi- 
cantly, they quote a page and a half from a speech by Clair 
Wilcox, deputy chairman of the American delegation, at the 
Havana conference. With great eloquence Mr. Wilcox reminded 
the delegates that in discussing the use of quantitative restric 
tions they had apparently been thinking only of the weaker 
countries, assuming that “the larger and the stronger ones will 
voluntarily forego its use. This, I fear, is the sheerest phantasy.” 
Widespread use of quota restrictions would put great pressure 
on the United States to retaliate. 


. . . how would this affect the welfare of the other countries of 
the world? ... 

. .. 1 want to make it perfectly clear that that is not the way we 
want to do business. And, unless we are driven to it, it is not the 
way that we shall do business. But if some of the proposals now 





10 Fulton and Javits, op. cit., p. 52. 
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before us were adopted, this is the destination towards which we 
should be asked to turn our feet." 


Mr. Wilcox spoke to defeat some of the proposals then before 
the conference, but the hints his warning contained are relevant 
for the future as well. 

We have little to add to the conclusions of Congressmen Javits 
and Fulton. There is a sound case for some infant-industry 
protection. Some concession had to be made to underdeveloped 
countries in this matter. The Charter’s provisions seem reason- 
able; they protect the interests of both advanced and under- 
developed countries. These provisions could be abused, but the 
United States would be sacrificing a great deal to reject the 
Charter on the advance assumption that this will be the case. 
Far better to go into the agreement with our eyes open to the 
difficulties, relying on reason, persuasion, and our bargaining 
power to make these provisions workable and fair. 


Loophole C: Preferential Tariffs 


For a long time the United States has preached the doctrine 
of equal treatment in international trade, which means that a 
country should levy the same duty on the same goods, regard- 
less of their origin. Preferential tariff agreements, such as those 
signed at Ottawa in 1932 between the United Kingdom and the 
British Dominions, fall athwart this principle. These agree- 
ments, called “imperial preference,” have been the subject of 
much American criticism, official and unofficial. We made some 
inroads in the preferential system in our 1938 trade agreements 
with Canada and the United Kingdom, but we did not disturb 
its foundations. When, about 1940, Americans began thinking 
of the brave new world after the war, they listed elimination of 
British imperial preferences as a number-one reform. President 
Roosevelt succeeded in having the principle of equal treatment 
included in the Atlantic Charter, but Mr. Churchill insisted 
on a proviso which protected imperial preference. We aimed 


ll Jbid., p. 51. 
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another blow at preferences in the master lend-lease agreement 
between the United States and Britain, which spoke of “the 
elimination of all forms of discriminatory treatment in interna 
tional commerce”—but this was merely a goal toward which 
the postwar lend-lease settlement was supposed to work; it was 
not a specific commitment to abolish preferences. A further 
attack on the system was made in 1945, when we undertook to 
lend the United Kingdom $3% billions. At that time Britain 
agreed to enter into tariff bargaining in which no preferences 
would be increased and existing ones might be decreased in 
return for foreign tariff concessions. 

To many Americans it seemed that the British were just plain 
obstinate in holding on to their preferential tariff system. But 
their economic position was grave. Their foreign investments 
were sold, their ships sunk. To replace the foreign exchange 
that used to come from these sources, Britain was forced to plan 
a tremendous increase in exports. The privileged position pref 
erence had given much British goods in Dominion markets 
seemed mere valuable than ever. The weakened mother coun- 
try felt the need of the Commonwealth and opposed any steps 
that might loosen the bonds. For these and other reasons, po 
litical sentiment for keeping imperial preferences grew. It was 
fortified, in all probability, by the desire not to give in to the 
Americans on everything. Plainly, only the most prodigious 
American tariff reductions would make sizable holes in im- 
perial preference. 

In the tariff bargaining in Geneva during the summer of 
1947, the United States succeeded in obtaining modifications in 
a number of British and Dominion preferential duties, particu- 
larly on some canned fruits and vegetables, dried fruits, electri- 
cal goods, automobiles, tobacco, and some timber products. But 
the principle of imperial preference still stands. It is specifically 
recognized in the Charter as an exception to the rule of equal 
treatment in tariff matters. The British, however, have agreed 
that they will not increase the existing preferential margins nor 
establish new preferences. 
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Some Americans are disappointed at this outcome. They ex- 
pected that the Charter would with one dramatic gesture abolish 
all tariff preferences. But this was not realistic, for, apart from 
political factors, they could hardly expect Britain to weaken its 
bargaining position by giving up the advantages of imperial 
preference at one stroke. Americans also have made the mistake 
of regarding tariff preferences as a moral rather than an eco- 
nomic issue. “Equality” is a word with righteous overtones; 
“discrimination” is patently evil. Herbert Feis, formerly Eco- 
nomic Adviser in the Department of State, says “no theme in 
American diplomatic utterances is coated more heavily with the 
enamel of virtue than this.”’ 

But the United States is not altogether consistent in this mat- 
ter. We have not adhered strictly to the rule of equality. Since 
1900 we have had preferential arrangements with Cuba and the 
Philippines. France, Belgium, Holland, and Portugal have special 
tariff arrangements with their colonies, which are specifically 
permitted in the Charter, as well as preferential agreements 
among several sets of neighboring Latin American countries, 
and also a partial customs union of Syria and Lebanon. The 
Charter permits, under some circumstances, new preferential 
agreements among industrially underdeveloped countries, as we 
have already pointed out. Countries may also use preferences as 
a first step toward forming a customs union (that is, removal of 
all tariffs among themselves), if they obtain the approval of 
the ITO. 

All in all, these permitted preferences are not very damag- 
ing. They do not greatly weaken the controlling rule that a 
country must treat all its fellow members of the ITO as well as 


it treats any other country. 


Other Exceptions 


There are other loopholes in the Charter. Few would object 
to the fact that member countries are permitted to control, re- 





12“The Future of British Imperial Preferences,” Foreign Affairs, July 1946, 
pp. 661-74. 
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strict, or prohibit imports and exports in order to protect public 
health and public morals, to control trade in gold and silver, 
etc. Such provisions are found in most trade agreements and 
treaties. Similarly, the Charter recognizes that members should 
be free to control their own trade for purposes of national se. 
curity. But it is well to recognize that in a tense, arming world 
that exemption, too, could become a sizable loophole. 


Loopholes of American Design 


It would be a mistake to think that the United States was 
always in the position of insisting on a rigid Charter while other 
nations were insisting on inserting exceptions. We have already 
mentioned the Cuban and Philippine preferences. The United 
States also played an important part in drafting the security 
article. In addition, there are two sets of loopholes in the Charter 
which are exclusively of American design, and on which the 
United States insisted. One is the so-called “escape clause” which 
permits a country to withdraw any concession it has made in a 
trade agreement (or cancel a Charter obligation) if it has led 
to an unexpectedly large flow of imports that seriously dam- 
ages or threatens domestic producers. After introducing this 
provision in our trade agreement with Mexico in 1942, the State 
Department planned to use a clause of this type in all future 
agreements. It appeared in the Proposals, was made mandatory 
by a Presidential Executive Order as a result of a compromise 
with the Republican Senate leadership in February 1947, and 
became statutory when Congress wrote it into the renewal legis- 
lation of 1948. Naturally, the escape clause is not restricted to 
the United States and may be used by any member of the ITO, 
but most other governments saw it as a loophole through which 
traditional American protectionism might evade the obliga- 
tions imposed by the Charter. 

The second American loophole was devised for the special 
benefit of American farmers. Our price-support policy keeps up 
the prices of American farm products, with the result that they 
are often higher than the price of the same goods in the rest 
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of the world. When that happens, United States wheat, cotton, 
tobacco, etc., can compete in foreign markets only with the 
help of government subsidies. Also, we may need to impose 
quotas and other import controls to prevent foreign farm prod- 
ucts, attracted by the artificially high prices, from flooding our 
home markets. But, as we have seen, the Charter has general 
rules against the use of import quotas and export subsidies. 
Therefore, in order to maintain our farm policy, we secured 
exceptions to both these rules,’? after much hard bargaining 
and some strong stands by the American delegation at the ITO 
conferences. The only formal reservation made by the United 
States to any draft of the Charter concerned a provision of the 
Geneva draft which. would have required ITO permission be- 
fore a country could engage in the kind of agricultural export 
subsidies we now use. The rule was changed at Havana. 


The loopholes in the Charter have been put there for two 
reasons. First, the draft had to satisfy a large number of coun- 
tries with differing interests and economies. Many of them, in- 
cluding the United States, demanded exceptions to the Charter’s 
general rules to take care of their own particular interests. Sec- 
ond, the ideal trading regime the Charter is intended to estab- 
lish cannot subsist in today’s upset world. The only way to give 
life to the Charter in the immediate future is to adjust it to the 
fact—and that means to provide exceptions, which we hope 
may prove temporary, to the general rules. These provisions 
may work badly. That will certainly be the case if many coun- 
tries use them as subterfuges to evade their obligations. 


But no conceivable Charter will work if its signatories are 
bent on escaping from its provisions. Good rules are only one 
of the requirements for a workable international organization. 
Willingness of the members to work through the ITO is just 
as important. That willingness will only exist if the members 
recognize a national interest in the mutual, organized handling 


13Some adjustments in American practice will have to be made to meet the 
Charter’s standards, but the main elements of policy are left undisturbed. 
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of problems with which all are concerned. The exceptions we 
have discussed can help create willingness to use the organization, 

How big these loopholes may prove to be, and how much they 
weaken the Charter, will depend on the policies which govern- 
ments follow inside the ITO. 


II.—Private Enterprise and State Control 


“Private enterprise is the world’s best hope”—that is the motto 
adopted by the 1948 National Foreign Trade Convention. The 
same conviction inspires many business views about the ITO, 
Strong believers in their system, American businessmen want to 
see its gospel spread. Instead, they have seen its area of domi- 
nance shrinking, while the partes infidelium of socialism and of 
non-socialist state control have expanded. Consequently, many 
businessmen feel the Charter should do more to advance the 
cause of private enterprise. They believe it goes too far in sane- 
tioning state control, and some suggest that it even invites the 
extension of government controls. 

Concretely, their main worries are: (1) that the Charter does 
not adequately protect private foreign investment; (2) that the 
provisions concerning full employment smack too much of regu- 
lation and planning; and (3) that the Charter sanctions too 
much government control of trade and production. 


The Protection of Private Investments Abroad 


Some critics have argued that investment is an extraneous 
subject with no proper place in a trade charter. On the other 
hand, American business firms, which have fought hard for atten- 
tion to their interests as either actual or potential investors, feel 
that the Charter fails to give them adequate protection. 

A logical case can be made for the consideration of invest- 
ments in the Charter because of their intimate relation to trade. 
The flow of investment from capital-surplus countries to capital- 
hungry countries is closely allied to the flow of goods across 
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national frontiers. In fact, the capital actually moves in the form 
of goods, and the payment of interest and repayment of the loan 
take the same form. Furthermore, loans to capital-hungry coun- 
tries, if the funds are invested in productive enterprises, will in 
most instances increase their exports, and eventually their im- 
ports as well, and thus add to the volume of international trade. 

On similar grounds it has been argued that the Charter 
should deal with shipping, aviation, and other forms of inter- 
national transportation and communication, all of which facili- 
tate trade. Obviously, by pushing this argument to a logical con- 
clusion, the Charter could be so loaded down with so many 
controversial issues that no agreement could be reached on any. 
There was, however, a reason for singling out investment for 
special attention. The Charter gives attention to the economic 
development of underdeveloped countries. The members of the 
ITO agree to cooperate in promoting industrial and general 
economic development. They promise not to impose unreason- 
able or unjustifiable impediments that would prevent other 
members from obtaining facilities for economic development on 
equitable terms. (This language presumably refers to embargoes 
on export of capital.) Underdeveloped countries, by special ex- 
emptions, may use quotas to protect their infant industries. All 
of this is but one side of the case; the other is investment. With- 
out capital there will be no industrialization, but private capital 
will not move to foreign countries without some assurance of 
fair treatment. 

Nevertheless, probably because of the complexity and con- 
troversial nature of the subject, the United States Department 
of State included only a general reference to investment in the 
early drafts of the Charter. It proposed the insertion of articles 
on this subject at Geneva only after strong and persistent pres- 
sure from domestic business interests. What they wanted was 
effective guarantees against several types of “unfair” treatment in 
foreign countries: (1) requirements regarding the employment, 
in prescribed proportions, of native workers and technicians; 
(2) discriminatory or burdensome taxation; and (3) expropria- 
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tion of their properties, such as the action of Mexico in 1938 in 
nationalizing oil properties and dispossessing foreign owners. 

The articles that resulted from the Geneva conferences were 
unsatisfactory both to the State Department and to American 
business. A compromise among widely differing points of view, 
their attempts to be specific led to confusion and ambiguity, 
They seemed to permit practices the United States was not 
willing to accept. 

At Havana, American negotiators took a new approach. No 
specific guarantees were written into the Charter. Instead, there 
are general principles and broadly stated obligations. A capital- 
receiving country is recognized as having the right: 


(1) “to take any appropriate safeguards necessary to ensure 
that foreign investment is not used as a basis for inter- 
ference in its internal affairs or national policies;” 

(2) “to determine whether and to what extent and upon what 
terms it will allow future foreign investment;” 

(3) “to prescribe and give effect on just terms to requirements 
as to the ownership of existing and future investments;” 

(4) “to prescribe and give effect to other reasonable require- 
ments with respect to existing and future investments.” 

Article 12, Section 1 (¢). 


All of these points recognize rights already exercised by capi- 
tal-importing nations. The article then suggests that the interests 
of both borrowing and lending nations would be promoted if 
they would enter into bilateral or multilateral agreements on 
investment opportunities, security for investments, and on what- 
ever limitations of their rights the borrowing countries might 
accept. 

The obligations actually undertaken by borrowing countries 
are: 


(1) “to provide reasonable opportunities for investments ac- 
ceptable to them and adequate security for existing and 
future investments, . . .” 

(2) “to give due regard to the desirability of avoiding dis- 
crimination as between foreign investments;” 
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(3) “upon the request of any Member . . . to enter into consul- 
tation or to participate in negotiations directed to the 
conclusion, if mutually acceptable, of an agreement of the 
kind referred to... .” 

Article 12, Section 2 (a)-(6). 


(4) to take no “unreasonable or unjustifiable action within 
its territory injurious to the rights or interests of nation- 
als of other Members in the enterprise, skills, capital, 
arts or technology which they have applied.” _ 

Article 11, Section 1 (4). 


These new provisions were still far from satisfactory to 
American business interests. A committee of the United States 
Associates of the International Chamber of Commerce reported 
that the “assurance of fair treatment of foreign capital is so 
vague as to afford little encouragement if, in fact, it does not 
make the situation cloudier than it was before.”™ 

It is obvious that the investment provisions of the Charter do 
not outlaw, or even condemn, any of the types of unfair treat- 
ment of which American investors have complained. Nor do 
they mark any significant new agreement on principles. But 
they have some redeeming features. Taken in connection with 
the Charter’s chapter on the “Settlement of Differences,” they 
may provide a means of dealing multilaterally with disputes 
between capital-importing and capital-exporting nations, which 
thus far have not been satisfactorily handled through bilateral 
negotiations. Consultation and arbitration procedures are pro- 
vided for all disputes between members arising under any pro- 
visions of the Charter except the statement of aims and pur- 
poses. This would seem to include disputes over discriminatory 
taxation or labor legislation, as well as expropriation. Failing 
settlement in this manner, the dispute may be carried to the 
Executive Board of the ITO. Its decision may be appealed to 
the Conference, where the whole membership of the ITO is rep- 
resented. If the interests of a member country are damaged by 


14 Relations with State Trading Nations; A Report of the Committee on Private 
and State Production and Trading (New York, 1948), p. 9. 
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the Conference decision, it may ask the International Court of 
Justice to review the case. 

The obligation of countries to negotiate concerning the con- 
ditions of investment may give the United States a chance to 
increase the number of its commercial treaties which help pro 
tect American investments abroad. Or, special investment agree- 
ments might be devised. Another approach indicated by the 
Charter would be for the ITO to sponsor an international in- 
vestment conference. If the preparatory work were done as 
well as that on the ITO Charter, there would be some hope of 
getting concrete agreements, at least on some phases of the sub- 
ject. Part of the trouble with the ITO investment provisions 
arises from the attempt to deal briefly, and with little prepara- 
tion, with a complex and controversial subject. International 
investment deserves a code in its own right.’ 


The Full-Employment Issue 


So much has happened in the last few years that perhaps all 
but specialists have forgotten the acrimonious debate over “full 
employment” that preceded passage of the Employment Act of 
1946. Almost without regard for the actual terms of the alterna- 
tive drafts of the bill, the debaters in and out of Congress fought 
about a general, ill-defined issue: how much responsibility should 
the government take for keeping the national economy at a high 
level of activity, and how should it carry out whatever responsi- 
bility it was to have. The words “full employment” became a 
symbol, or rather several symbols. To its proponents, “full em- 





15 For action taken in the United Nations on the subject of the proposal for 
the establishment of an internationa! investment code, see Report of the Economic 
and Employment Commission, U.N. Doc. E/255, 5 February 1947 (pp. 12-13); 
discussion of the Report in the Economic and Social Council, Docs. E/P.V. 56-59, 
6-7 March 1947; Resolution of the Council approving the Commission’s instruc- 
tions to the Sub-Commission on Economic Development of March 28, 1947, Doc. 
E/437 (p. 1); Reports of the First and Second Sessions of the Sub-Commission 
on Economic Development, Docs. E/CN.1/47, 18 December 1947; E/CN.1/61, 
1 July 1948; Memorandum on Study of Conditions Affecting Foreign Investment, 
prepared by the Secretariat, Doc. E/CN.1/Sub.3/4, 14 November 1947; and 
Studies on Economic Development in Progress in the U.N. (Secretariat Note), 


Doc. E/CN.1/Sub.3/19, 4 June 1948. 
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ployment” was security, the “freedom from want” we had 
fought for in the war. The United States Government, accord- 
ing to this view, was only being asked to do what most other 
governments had already done, namely, to promise its people 
there would be no repetition of the Great Depression of the 
thirties. 

The antagonists of “full employment” saw behind those words 
government controls and increased interference with private 
business. They were, of course, not in favor of mass unemploy- 
ment, but they called “full employment” a false promise, deny- 
ing that government could guarantee jobs for all without be- 
coming totalitarian. Only private enterprise could employ people 
productively. 

Some of the argument boiled over onto the ITO, which had 
been proposed by the United States while the debate was still 
on. The first document made public was labelled Proposals for 
Expansion of World Trade and Employment. It called for each 
country to undertake “action designed to achieve and maintain 
full employment within its own jurisdiction, through measures 
appropriate to its political and economic institutions.” Right 
there began a controversy which is still going on. For example, 
the National Foreign Trade Council objected that if the pro- 
vision in question 
means anything (and other countries may well contend that it means 
a great deal) then it is not a commitment which our representatives 
are in any way authorized to give. If it means nothing or little, be- 
cause there are available to our government, in this field, no measures 
appropriate to our political and economic institutions (which we 


agree is the case), then we are engaging in an attempt to delude 
those who may place some reliance upon the commitment.’® 


The Council had previously stated: “We believe that it is not 
the function of government, so much as of private enterprise, 
to provide any substantial portion of ‘productive employment.’” 

16 Comments of the National Foreign Trade Council on the Revised Charter, 
presented at public hearings in New York, February 27, 1947, International 


Trade Organization; Hearings before the Committee on Finance, United States 
Senate, Eightieth Congress, First Session, Part 2, “Exhibits,” p. 1019. 
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“Tt is not at all clear what contribution the International Trade 
Organization can make directly to the expansion or stabiliza- 
tion of employment. .. .” In the opinion of the Council, the 
inclusion of the chapter on employment was “undesirable,”! 
A large segment of business opinion has seen no reason to de- 
part from this original view of the Charter’s provisions on em- 
ployment. Although the provisions have undergone a number 
of changes, they sound much the same note as at first, and they 
still occupy a prominent place in the Charter. 

A bit of history will help us to understand the full-employ- 
ment issue. Not long after the Nazis invaded Poland, far- 
sighted people in every country began planning for the peace, 
They forecast what the world would need, and looked back to 
the history of the interwar period to see how they could avoid 
“the errors of last time.” On three points there was early and 
almost universal agreement: first, that all governments would 
have to give priority to anti-depression policies; second, that 
much trouble would be avoided if the various governments 
could somehow concert their policies internationally, instead of 
running at cross-purposes and trying to shift the burdens of 
depression onto one another; third, that the failure of interwar 
attempts to secure international agreements liberalizing trade 
was largely due to the practice of taking up trade questions in 
isolation, instead of putting them into the more complex setting 
of economic policy as a whole. After a two-year study, the 
League of Nations’ Economic and Financial Committees re- 


ported: 


. we are strongly of the opinion that the direct association of 
commercial policies with policies designed to secure an expansion of 
production and consumption and the maintenance of high and stable 
levels of employment is an essential prerequisite to progress towards 
international economic co-operation.'® 


These ideas were in the minds of American officials who made 


17 Ibid., pp. 1016, 1011. 
18 League of Nations, Commercial Policy in the Post-War World; Report of the 
Economic and Financial Committees (Geneva, 1945), p. 64. 


Trade 
iliza- 
, the 
le,””!7 


0 de- 


-em- 
mber 
they 


ploy- 
far- 
eace, 
k to 
void 
and 
ould 
that 
ents 
1 of 
: of 
war 
ade 
; in 
ing 
the 


of 
of 
ble 
rds 





215 


the first preparations for an ITO. Few challenged them, and 
they had gained public acknowledgment. The master lend-lease 
agreements spoke of “the expansion . . . of production, employ- 
ment, and the exchange and consumption of goods”; the Charter 
of the United Nations commits its signers to “promote . . . full 
employment.” By the time the Proposals for an ITO were pub- 
lished, Britain and many other foreign countries had made it 
plain that their postwar plans would center around the main- 
tenance of full employment. 

The official American analysis published with the Proposals 


puts the issue very well: 


Every country will seek so to manage its own affairs that its busi- 
ness life will be free from violent depressions. The object of interna- 
tional action should be to insure that these national efforts reinforce 
each other and do not cancel out. 


It is important . . . that nations should not seek to obtain full 
employment for themselves by exporting unemployment to their 
neighbors. To seek employment by prohibiting imports or by sub- 
sidizing exports would be harmful and self-defeating. . . .1®* 


These are sound principles, but easier to state than to put into 
practice. After seven years of study a League of Nations com- 
mittee produced in 1945 an excellent report on depressions and 
possible measures of checking them. Though this committee had 
great talent at its disposal and worked very carefully, its list of 
the measures which might be taken internationally to counter 
depressions is more like an agenda for discussion than a set of 
prescriptions. Hence it is not surprising that the ITO’s pro- 
visions on this matter are vague and ambiguous. 

The ITO chapter on employment is unsatisfactory for the 
plain reason that no fool-proof formula has yet been devised 
for preventing mass unemployment. But the issue is vital for 
the ITO. Lacking agreement on international anti-depression 
action, there is all too great a likelihood that each government 


188 Proposals for Expansion of World Trade and Employment (1945), pp. 6-7. 
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will once again, as after World War I, try to save itself by 
cutting off imports, subsidizing exports and otherwise checking 
trade and “exporting unemployment.” Hence a major depres. 
sion is likely to be disastrous for the ITO. It is true that the 
provisions of the Charter will not be of much help in checking 
a world-wide business depression, but they provide a general 
framework within which governments have a better chance 
than in the past to work out joint policies for the defense of 
their economies. 

The argument that the ITO is not the most suitable place to 
discuss anti-depression policy has much logic. The cure for 
booms and depressions is not likely to be found primarily in the 
trade field. Other United Nations bodies have more suitable 
terms of reference. As a matter of fact, the countries participat- 
ing in the drafting of the Charter have indicated through sev- 
eral resolutions that they expect the commissions and sub- 
commissions of the Economic and Social Council to do most of 
the work on employment questions.’? 

Still, depressions are everybody’s business and the ITO can- 
not wholly escape its responsibility in these matters. Trade and 
employment have been too closely linked in the discussion of 
the past eight years to permit a sharp severance now. Fear of an 
American depression is widespread. Our economy is not only 
the biggest in the world, but the one that—in the opinion of 
many observers, both in this country and abroad—is likely to 
swing farthest from the crest of prosperity to the trough of de- 
pression. A wide-open international trading system seems dan- 
gerous to many foreigners, who feel it would leave them without 
protection against the cold winds of an American depression. 
They see in the employment provisions of the Charter a possible 
means of protection. For this reason any American attempt to 
cut the full-employment provisions out of the Charter would 
rouse fear and suspicion abroad. 


19 Similarly, the Charter refers to the ILO as the authority on labor questions 
in connection with an article for the elimination of substandard wages and work- 
ing conditions. 
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The argument that the employment chapter commits the 
United States to too much government control does not hold 
water, for each country undertakes to use only such measures 
to promote full employment as are “appropriate to its political, 
economic and social institutions.” In short, the United States is 
to decide for itself how much the government needs to do and 
what can be left to private enterprise. 


Cartels and Commodity Agreements 


The Charter aims to remove, or to reduce, governmental 
barriers to international trade, but this aim would be frustrated 
if it left private business free to restrict production and trade 
by cartel agreements. Therefore, the Charter attacks the re- 
strictive practices which have made international cartels no- 
torious. The United States proposed to* condemn outright a 
number of restrictive business practices, but this was not ac- 
ceptable to other governments. Instead, the Charter now pre- 
scribes a procedure by which complaints against cartels will 
be heard by the ITO. If the charges have substance, the ITO 
will recommend remedies to the governments concerned. 

American businessmen have not raised serious objections to 
the cartel chapter. The NAM called it too lenient, recommend- 
ing a flat ban on cartels, but, failing that, held that American 
firms doing business abroad should have considerable freedom 
of action. The United States Chamber of Commerce argued that 
American business would suffer more from a prohibition on 
cartels than would its foreign competitors, since the United 
States, with its anti-trust laws and anti-cartel traditions, would 
go further in enforcing the ITO’s decrees than would govern- 
ments that looked more favorably on cartels and combines. But 
it is clear that the Charter does not oblige the United States to 
do more than other governments do, nor does it add to the 
powers of the United States Government to check restrictive 
practices. 

The Twentieth Century Fund’s Committee on Cartels found 
the cartel provisions of the Charter too weak. Recognizing, 
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however, that they reflect the maximum possible agreement 
among the participating governments on this subject, the Com- 
mittee recommended American adherence. The Committee urged 
that the United States carry on a strong anti-cartel policy inside 
the ITO, as well as independently. 

In criticizing the Charter, business organizations have linked 
cartels with intergovernmental commodity agreements. The case 
against such agreements was put pithily by the NAM: “Private 
cartels are bad; . . . government cartels are worse. . . .” The 
NAM points out that the Charter condemns restrictive trade 
practices when they are engaged in by private business but ap- 
proves them when they are carried on by governments. Yet, the 
Association claims intergovernmental commodity agreements 
“are even worse than private international cartels because they 
put the whole power of governments behind efforts to control 
the production, processing and distribution of particular goods 
or commodities.” This is a cogent criticism; restrictions are 
restrictions, no matter who imposes them, and governments as 
well as private individuals can do economic wrong. Still, the 
argument seems a bit too blunt. Useful as a warning, it will not 
carry us very far as a guide to policy. 

Before the war there were a number of restrictive agreements 
among producers of basic commodities. The tin and rubber 
agreements are best known, but there were many others. In 
these agreements, usually with the encouragement or participa- 
tion of their governments, producers agreed to limit output and 
fix prices, or in some other way tried to get the maximum profit 
from their activities, while protecting themselves against the 
wide swings in price which many raw materials undergo. 
Neither governments nor consumers in importing countries had 
effective representation either in making or in carrying out 
these agreements. In exporting countries, on the other hand, 
governments strongly supported commodity agreements in the 
interests of producing areas heavily dependent on a single com- 





20 NAM statement of August 6, 1948, submitted to the Economic and Social 
Council; cited by Fulton and Javits, op. cit., p. 40. 
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modity. They knew from experience that a bad world market 
may spell economic disaster for the whole country, followed by 
unrest and political disturbance. 

A ban in the Charter on restrictive commodity agreements 
would not be very useful (even if there were some way of se- 
curing its adoption), unless it were accompanied by a funda- 
mental solution of the raw-materials problem; otherwise the 
first market crisis would lead to new restrictive agreements. 
Part of the difficulty is that the law of supply and demand does 
not work very well in regulating the price and production of 
a number of primary commodities. Price reductions, in theory, 
should lead to increased consumption. In practice, for a variety 
of reasons, this does not happen. When farm prices fall, farmers 
may grow more instead of less, vainly trying to get the same 
cash return. Many of them have only limited opportunities to 
switch to other crops, and they can rarely do it quickly. A fall 
in mineral prices is likely to lead to shutting down mines. This 
may adjust the supply to the demand quickly enough, but it 
throws out of work many men who live in isolated communities 
and cannot easily find other jobs. 

A distinguished committee appointed by the Twentieth Cen- 
tury Fund studied this problem and summarized the situation in 
this way: 


... competitive market forces will not do their job in the case of a 
number of raw materials, except over a long period and at very great 
human and social cost. To avoid that cost and to reduce the risks of 
unstable production and trade in raw materials, intergovernmental 
commodity agreements with proper safeguards are justified in the 
interests of the world economy. Their justification is in easing tem- 
porary difficulties, not in sheltering an industry against long-run 
changes.?" 


The Charter tries to channel the forces making for commodity 
agreements into a pattern that will satisfy this justification and 
avoid the worst features of prewar agreements. It bans restrictive 


_?1“A Cartel Policy for the United States,” Chapter XII of Cartels or Competi- 
tion? by G. W. Stocking and M. W. Watkins (New York, 1948), p. 442. 
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agreements unless they are used to prevent the widespread hard- 
ship which would result from the failure of producers of a raw 
material to adjust supplies to market forces. The Charter also 
provides that consumer countries are to have an equal voice 
with producers on the board that administers the agreement, 
Time-limits are set on agreements; renewal depends on ITO 
sanction. If these rules (and a number of others of the same 
general tenor) can be successfully applied, they will overcome 
many of the objections to the prewar type of commodity agree- 
ment. 

There are, however, the inevitable loopholes and ambiguities, 
Some of these are due to the difficulties of making precise rules 
in advance to deal with complex situations. Others, more seri- 
ous, reflect compromises between those who, being suspicious of 
the purposes of the agreements, would like to see them used 
only in the most pressing circumstances, and those who are so 
attracted to the idea that they would like to see them used 
liberally. The Twentieth Century Fund’s Committee has this 
to say: 


The strongest pressure for commodity agreements comes from pro 
ducers (and their governments) who want the kind of protection 
businessmen seek in private cartels. The dangers of sanctioning any 
such agreement are substantial. It is easy to slip from a prudent 
restriction to a predatory holdup. “Temporary” measures gradually 
become permanent.?? 


By restricting production, fixing prices, and dividing markets, 
commodity agreements support vested interests, established eco- 
nomic patterns, and habitual ways of doing things. This, then, 
inhibits change. The more fundamental and lasting the malad- 
justment in a particular line of production, the more a restrictive 
commodity agreement distorts production and consumption. 
The distortion in turn perpetuates the “need” for a commodity 
agreement. When this happens, an intergovernmental commod- 
ity agreement is indeed just a government cartel, preventing 


22 Ibid., pp. 442-43. 
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change and protecting high-cost producers, all at the expense of 
the public at large. 

Some advocates of commodity agreements deny that this need 
happen. When there are fundamental maladjustments in the 
production and marketing of a raw material, they argue, a com- 
modity agreement can be used to bring about the desirable 
changes in an orderly and constructive manner. Perhaps so, 
but voluntary adjustments are exceptional and notoriously dif_- 
cult. Consumer representation on the commodity control agency 
is a wise safeguard. So are the time-limits on agreements, and 
the provisions for complaint and review. But one may perhaps 
be excused for being skeptical whether intergovernmental com- 
modity agreements will actually serve to remove the causes of 
disequilibrium in the markets for primary commodities. Seeing 
is believing. 

As a large producer, or consumer, of most of the world’s 
minerals and farm products, the United States will have a voice 
in most commodity agreements arranged under the ITO formu- 
la. And American commodity policy, if we had one, would 
have weight. But our counsels are divided. The Department of 
Agriculture contains many strong advocates of commodity agree- 
ments; dominant State Department opinion has been skeptical. 
American farm groups generally favor the use of commodity 
agreements; business groups deprecate it. As a consumer, the 
United States was antagonistic to the prewar rubber and tin 
restrictions, but has dominated the coffee agreement. Our execu- 
tive branch has been a leader in the negotiations for an inter- 
national agreement on wheat—a commodity we export. So 
there seems some truth in the saying that “cartels are commod- 
ity agreements the United States does not like; commodity agree- 
ments are cartels the United States approves.” 

A further quotation from the report of the Twentieth Century 
Fund’s Committee provides a sound recommendation for policy: 


The United States should not try to use intergovernmental com- 
modity agreements to protect its own producer interests regardless 
of their comparative costs. If this government goes into commodity 
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control agreements as a representative of domestic producers, it 
should accompany such action with a program for speeding the 
readjustment of the agricultural and mining industries that are ip 
distress. Strong forces in the United States will oppose a free world 
market in wool, wheat, sugar, rubber, copper, lead, perhaps cotton, 
and other prdducts. The justification for shelter under an intergoy- 
ernmental commodity control agreement is that it gives time to 
change fundamental conditions, to move toward satisfying world 
demand from the most efficient sources, and to allow inefficient pro- 
ducers to shift into other lines. Otherwise, a commodity agreement 
becomes not an umbrella for emergencies, but a concrete shelter for 
permanent residence. The aim of commodity agreements should be 
to end the need for commodity agreements.” 


We began this discussion of commodity agreements with a 
question about government intervention. The answer is simple, 
The justification for such agreements is that they are some- 
times in the public interest. The safeguards against their abuse 
are also in the public interest. While governments often act con- 
trary to the general welfare and to the advantage of private 
parties, they can at least be held accountable, if the issue is big 
enough. Right here is the big difference between commodity 
agreements, which are intergovernmental, and cartels, which are 
negotiated between business firms. It is not in the nature of 
private business firms to be responsible for the public interest, 
nor should this be expected of them, however enlightened and 
wise it may be for them to have a regard for the larger context 
of their own concerns. 


Should the Charter Do More for Private Enterprise? 


Having examined some of the principal provisions of the 
Charter which businessmen fear may lead to increased govern- 
ment controls, we come back to a question we raised earlier: 
Should the Charter be more positive about private enterprise? 
Should it try to expand the area of private trade? The short 
answer is that the Charter would then become a manifesto of 
American policy, not an international agreement. Messrs. Javits 





23 Ibid., p. 450. 
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and Fulton put the situation very mildly when’ they said, “The 
United States was nof entirely isolated in its approach to inter- 
national economic problems at Havana. But its premises about 
private enterprise often put this Nation in the minority.””* 
Much of the world’s trade involves countries whose people now 
favor a greater degree of government control and planning of 
economic activity than do the American people. Foreigners have 
serious reasons for favoring increased government control of 
business. Their attitude is the result of strong pressures, his- 
torical and current. It cannot be explained away as just bad 
thinking or twisted logic. If the ITO is to apply to most of the 
world’s trade it must find room for a variety of economic sys- 
tems. Britain, France, Australia, the Scandinavian countries, and 
many others will not sign a document that puts private trading 
at the apex of its scale of values, any more than the United 
States would join a body for the promotion of state trading. We 
have to choose. Either we must tackle the difficult problems ot 
fitting different trading methods into one system or we must 
draft a clear-cut set of principles applying only to private trad- 
ing which will be unacceptable to most of our partners in the 
trading world. 

Many businessmen have recognized this situation and faced 
it in a realistic way. In 1946 the National Association of Manu- 


facturers said: 


We recognize that in the world of today and the near future 
many countries of the world do not have free enterprise. We do 
not seek to tell other countries how they should operate their eco- 
nomic systems—nor should they seek to tell us how to operate 
our economic system. And certainly we do not believe it is de- 
sirable for the citizens of this or other countries that state-controlled 
countries should deal only with each other, or that the free-enterprise 
countries should establish an exclusive trading bloc. We believe that 
such an International Trade Organization as is proposed can, if the 
member nations start out on a fair-play basis, do much to provide 
rules for international trade within which it will be possible for 
state-controlled economies and free-enterprise economies to exist side 





24 Op. cit., p. 56. 
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by side, and doing business with each other—for the two systems to 
work together. ‘ 

We have no fear that state-controlled economies will prove sy. 
perior. We should lose no opportunity to demonstrate the efficacy 
of free enterprise and the positive benefits of liberty. We have every 
confidence that any system of fair-play competition between the two 
economies will demonstrate convincingly that the system of free, 
competitive, private enterprise produces more and better things for 
more people than could any other system yet devised.?° 


Some voices however have been raised in criticism of the State 
Department because it did not try to force other countries to 
accept a Charter embodying only typically American ideas 
about private enterprise. This is bad counsel. The United States 
is a strong country with much influence on what happens in the 
world, and on the fate of many individual countries. It is true 
that we are trying to strengthen democracy in the world, and 
trying to set a limit to the spread of totalitarianism. But can we 
at the same time use our economic and political strength to 
prescribe economic systems for foreign peoples? We certainly 
cannot force them to think differently than they do. Shall we 
then make them act contrary to their beliefs? Would that be 
democracy? The answers seem plain. We may preach; we may 
persuade; we may, by freeing trade channels and making the 
world’s goods more plentiful, reduce the pressures for govern- 
mental control. But certainly we may not impose our ideas of 
economic organization on other free peoples, and still leave 
them free. 

The soundest doctrine, in our opinion, is that set out by Henry 
Stimson: 


. .. We must remember that we are building world peace, not an 
American peace. Freedom demands tolerance, and many Americans 
have much to learn about the variety of forms which free societies 
may take. . . . Our cooperation with the free men of Europe must be 
founded on the basic principles of human dignity, and not on any 





25 Proposals for Expansion of World Trade and Employment, as advanced by 
the Executive Branches of the United States and British Governments, Summary 
of Recommendations of National Association of Manufacturers, June 19, 1946, 
p. 4. (Mimeographed.) 
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theory that their way to freedom must be exactly the same as ours. 
We cannot ask that Europe be rebuilt in the American image.?® 


State Trading 

The ITO Charter, we believe, is on the right track in trying 
to accommodate a variety of economic systems. It will not be 
easy. We have already pointed out some of the difficulties that 
arise, over full-employment policies, import controls, and other 
issues. Basically, all of them go back to the fact that the tra- 
ditional formulas for ensuring fair trade among nations date 
from the time when private trade was the rule, and tariffs were 
the principal form of governmental intervention in foreign com- 
merce. The old rules, however, do not apply very well to new 
forms of control, like quotas, exchange control, and state trad- 
ing. Sometimes a few adjustments produce a revised formula 
which, with a little tinkering and a lot of tolerance, may prove 
workable. In other cases wholly new rules need to be drafted— 
and the result is usually a set of principles whose real meaning, 
like many of our statutes, and indeed the United States Consti- 
tution, develops only as they are actually applied to a large num- 
ber of cases over a period of years. 

State trading is a good example. Before the war this was a 
very minor problem. Outside the Soviet Union’s complete for- 
eign trade monopoly (which accounted for only 1 or 2 per cent 
of the world’s trade), there were only scattered instances of 
governments actually entering the business of foreign trade. 
Government monopolies of salt, tobacco, matches, or liquor, used 
principally to raise revenue, almost exhaust the list, except for 
some temporary agricultural controls. But now direct govern- 
ment buying and selling accounts for a very considerable slice 
of total world trade. The United Kingdom has long been the 
largest food importer in the world; now all that trade is con- 
ducted as a government monopoly. By means of bulk purchases 
the British Government buys all the country’s imports of cot- 
ton, wool, and other important raw materials. Other govern- 


—_—. — 


26 “The Challenge to Americans,” Foreign Affairs, October 1947, pp. 11, 12. 


i 


SPORE ga ea ae 


ee 








oon eT er gl 





226 


ments are doing much the same thing, though often on a smaller 
scale. In time, as money and goods become more plentiful, 
some of this trade may revert to private hands. But planning, 
socialism, and a chronic dollar shortage are likely to make ex- 
tensive state trading a permanent feature of world commerce. 


How can governmental operations be fitted into the ITO 
rules for the conduct of foreign trade? If government trading 
agencies are left completely free, no combination of lower tar- 
iffs, restrictions on quotas, simplified customs formalities, and 
most-favored-nation clause will ensure increased trade and equal 
treatment. By its buying and selling policies, any country with 
a monopoly of foreign trade could escape practically all the pro- 
hibitions of the Charter, and without using any of its loop- 
holes. After a careful study, Professor Jacob Viner, an eminent 
authority on international trade, remains skeptical of the chances 
of reconciling state trading with a liberal trading system by any 
general rules: 


. . . no one has yet succeeded in devising general rules for the 
international contacts of free market and state-controlled economies 

. which would at once be susceptible of equal application to both 
types of countries and conceivably acceptable by both. The failure 
of any even plausible proposals in this direction is now tempting me 
to conclude—regretfully—that the problem is inherently insoluble.?” 


The ITO drafters did their best to fit state trading into the 
principles of the Charter. We need not examine in detail here 
the rules they set up. Their aim is fourfold: (1) to devise pricing 
methods so that state-trading operations do not in effect apply 
export subsidies or high import tariffs in ways not permitted by 
the Charter; (2) to ensure equal treatment, and particularly to 
eliminate manipulation of trade for political purposes, by re- 
quiring state enterprises to apply “commercial considerations” 
in exporting and importing; (3) to prevent governments from 
using state trading to circumvent the ban on quotas; (4) to sub- 





27“The Place of the United States in the World Economy,” speech at the 
Princeton Bi-Centennial Celebration, October 8, 1946. 
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ject state-trading enterprises to the Charter’s procedures for 
checking restrictive cartel practices. 

Argument over the state-trading rules can be endless. For 
instance, what are “commercial considerations”? The substance 
of these arguments will be tested only as the rules are applied. 
The Charter provides a framework, and the ITO a forum, 
which, with luck and good faith, may promote the development 
of a common law of state trading that will reconcile the inter- 
ests and purposes of state-trading countries with those of coun- 
tries that reject this form of commerce. And that, as we have 
repeatedly said in one form or another, is the main thing the 
Charter has to offer in other fields as well. It is not a finished 
product, but an institution whose function and meaning will be 
decided in the future. 


Ill.—/s the Charter Too Strong? 


Thus far we have been considering alleged weaknesses in the 
Charter, objections which claim that the Havana document fails 
in this or that respect to measure up to expectations. But there 
are also those who object on the ground that the Charter is too 
strong. It is said that, if the United States adopts the Charter, 
it will surrender the right to do as it likes with its foreign trade. 
The trade of the world and the development of its resources 
will be planned and regulated by the ITO. This objection was 
voiced by Mr. John McCaffrey, President of the International 
Harvester Company, as follows: “Insofar as I can learn, that 
Havana Charter . . . attempts to set up a system which would 
lodge authority over international trade in a sort of superstate. 
Not only would international trade be governed and regulated in 
that way but even the internal production of the signatory states 
apparently would not be safe from interference.””* 

Garet Garrett charges that the ITO is a superstate, which will 
plan the economic life of the world. If the United States joins 


28 Address at the Thirty-fifth National Foreign Trade Convention, New York, 
November 9, 1948. 
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the Organization, he says, “We shall surrender (1) the right to 
do what we like with our own resources, and (2) the right to 
have, if we continue to want it, a free American economy,”” 

We do not need to waste much time with the superstate ob. 
jection. This is the bogey man which is regularly dangled before 
the eyes of the American public whenever adherence to any 
kind of international body is proposed. It has been used so often 
—when, for example, we were considering joining the United 
Nations, the Monetary Fund, and the World Bank—that it has 
lost its terrifying power. None of these turned out to be a 
superstate, and neither will the ITO. But what is the origin of 
this idea? What authority does the Charter confer on the Or 
ganization with respect to foreign trade? How far will the 
Organization be able to interfere in domestic trade and pro- 
duction? 

Let us be clear, to begin with, that the Charter does not 


(1) determine directly or indirectly the total volume of the ex- 
ports or imports of any country; 

(2) direct its exports to particular markets; 

(3) require that it import specified quantities of goods from 
specified countries; 

(4) require that it refuse to export to certain markets or re- 
fuse to import from any; or 

(5) dictate the tariff rates for any country. 


On the other hand, the Charter does require its members to 
observe certain rules of the game, or code of behavior, in their 
conduct of foreign trade. With respect to exports, the Charter 
restricts but does not prohibit the use of export subsidies.*° The 
exceptions are liberal, particularly as respects primary products. 
With respect to imports, the members do not agree to abolish all 
tariffs, but they do undertake to negotiate with each other with 
the purpose of effecting reciprocal reductions in their tariffs. 


29 American Affairs, July 1948, p. 147. 


30 An export subsidy is a special payment made by a government on the export 
of a product which enables home producers to sell in foreign markets at a lower 
price than they charge at home. The purpose is to enable domestic producers to 
sell in foreign markets where they could not compete without government aid. 
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They agree to abolish quantitative restrictions on imports, but 
here again the exceptions are so liberal that few immediate 
changes in policy will be required. They also agree to refrain 
from misusing sanitary embargoes so as to afford concealed 
protection. 

The Charter does not require its members to outlaw all car- 
tels, nor does it forbid (or require) them to enter into intergov- 
ernmental commodity agreements. It does, however, provide 
mechanisms for regulating both the private and the govern- 
mental agreements so as to avoid injurious effects on non-mem- 
bers and consumers, and to modify their restrictive effects on 
international trade. 

As far as the provisions of the Charter are concerned, there 
appear no positive requirements nor any prohibitions which 
would support the claim that it contemplates managing the 
trade of the world. That brings us to another possibility, viz., 
that the International Trade Organization itself has discretionary 
powers wide enough to make it in effect a world-trade planning 


body. 
The International Trade Organization 


What exactly is the ITO; how is it composed; what are its 
powers? 

The Organization consists of four bodies, the Conference, the 
Executive Board, the Commissions, and the Administrative Staff. 
The policy-making body is the Conference, which is made up 
of all member states, each having one vote. None has the right 
to veto, but, instead, decisions are usually by simple majority 
vote. In exceptional cases a two-thirds majority is required. 

The Executive Board, the continuing agency which puts into 
effect the policies decided by the Conference, consists of eighteen 
members chosen every three years by the larger body. Permanent 
seats on the Board are to be held by eight states “of chief eco- 
nomic importance.” Seven of the permanent seats in the first 
Board have been assigned to the United States, Britain, Canada, 
France, Benelux, China, and India. The eighth has been re- 
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served for the USSR, should that: country eventually wish y 
join. Although the composition of the “permanent” group may 
change with changing economic conditions, the United States 
seems sure of its position for the foreseeable future. 

The Commissions are to be composed of experts, who will 
advise the Conference and the Board and will also conduct 
studies in international trade and commercial policy. 

The Charter enumerates a number of functions which the 
ITO is to perform: 


(1) to assemble information regarding international trade and 
tariffs, business practices, etc.; 

(2) to encourage and facilitate consultation among members; 

(3) to undertake studies and promote agreements on trade and 
investments. 


These are all useful functions which can facilitate the re. 
establishment of liberal trading practices. But this list does not 
touch on the really vital, and controversial, duties of the Organ- 
ization. Actually, it is much more than a fact-finding and con- 
sultative body; it has important administrative and quasi- 
judicial functions. 

The rules for the conduct of international trade provided in 
the Charter had to be expressed in general terms. Words and 
phrases such as “reasonable,” “equitable,” “unduly,” “unreason- 
able,” “unjustifiable action,” and “fair treatment” abound. Even 
so, to obtain agreement at Havana it became necessary, as we 
have seen, to insert many qualifications and exceptions. Fore- 
seeing that disputes will unavoidably arise among ITO mem- 
bers regarding their rights and their duties, the Charter makes 
interpretation one of the essential functions of the Organization, 
not in a general directive, but in a large number of isolated 
instances. Frequently, the power of interpretation carries with 
it the power of making administrative decisions. For example, 
ITO may, under strictly specified conditions, permit members 
to grant each other preferential tariffs. When such action con- 
duces to the development of new industries, the Organization 
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may authorize transitional arrangements leading to customs 
ynions; it may authorize a member to impose protective meas- 
ures in the hope of promoting a new industry. The exercise of 
all these powers must accord with specified criteria. Thus, 
gbitrary action is forestalled. 

In sum, the ITO has administrative powers; it is not merely 
an investigatory and advisory body. But all of its powers, ex- 


| press and implied, taken together do not add up to the plan- 


sing of world trade. That would require a huge staff of statis- 
tidans and an Organization empowered to allocate markets and 
to interfere actively and positively in the export and import 
trade of member countries. The ITO has none of these powers. 


Will the United States Be Outvoted? 


Corollary to the objection that the ITO will exercise too much 
control over world trade, is the objection that the United States 
will not have enough voting strength to protect its interests. We 
have seen that the Charter provides that in the Conference, 
which is the legislative body of ITO, each country shall have 
one vote. Thus, the argument runs, the great and powerful 
United States is put on a level with countries whose trade and 
wealth and power are insignificant compared with ours. It has 
been claimed as only fair that the vote of the United States in 
the Conference should be “weighted,” as in fact it is in the 
policy-making bodies of the International Monetary Fund and 
International Bank. 

The reply to this objection is triple-barrelled: 

(1) Weighted voting was adopted in the Fund and in the 
Bank because in each the United States had made the predomi- 
nant contributions to the institution’s resources. We were, so to 
speak, majority stockholders. We shall undoubtedly contribute 


| more to the expenses of ITO than any other country, but the 


sum involved will not be considerable. 
(2) We do not need a mechanism of weighted voting in 


| order to protect our legitimate interests. The United States has 


only one vote in the Assembly of the United Nations, only one 
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in the General Conference of UNESCO. The same situation 
prevails in the ICAO. Yet in none of these bodies do we find 
that smaller states “gang up” on the United States. We do not 
often find ourselves in a beaten minority. On the contrary, gen. 
erally, United States proposals are supported by enough votes of 
other countries to place us on the winning side. The reasons are 
found in the predominant strength of the United States. That 
is a fact, regardless of voting procedures. We have, to put it 
crudely, great bargaining power which we can exert to bring 
other countries over to our side. 


(3) Irrespective of this bargaining power, if we have a good 
case we can often rely on the pure logic of our contention to bring 
us supporters from the ranks of countries which have such a 
small stake in the controversy that they can afford to be neutral. 
In fact, the danger may be, not that we shall occasionally be 
outvoted, but rather that we shall always win. Is it, as a matter 
of fact, good policy for us to dominate every international or- 
ganization in which we participate? 


International cooperation, if it has any meaning, implies a 
process of “give” as well as “take.” It does not imply domina- 
tion by any power, even the strongest. If we exploit our pre- 
eminent position on every occasion, we cannot avoid arousing 
jealousy and hatred even among those whom we might count 
as friends. 


Is Now the Right Time? 


It has been urged that now is not a good time to enter into 
an international trade agreement. Conditions are too disturbed. 
After “normal economic relations” have been established will be 
the time to think about joining the ITO. 


No one can deny that political international relations, as well 
as economic, are in fact not operating smoothly. International 
trade has not returned to its prewar channels. Few countries out- 
side the United States are able to export either raw materials or 
manufactured goods in their accustomed volume. Shipping is 
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still scarce, and the facilities for financing trade are out of gear 
because of exchange controls. 

On the political side, instability is the rule rather than the 
exception. The war ended three years ago, but peace has not yet 
been reestablished. In Palestine, in Greece, and in France causes 
of internal disorder are aggravated by external intervention. Be- 
neath all the turmoil and insecurity we find the cold war con- 
flict between the two great powers, the USSR and the USA. 

It is true that the world has not attained the degree of stability 
and peacefulness which we expected when the United Nations 
was set up and when the ITO was first discussed. But it looks as 
if this is the kind of world we shall have to live in and live 
with for the best part of a generation. There seems no reason 
to believe that we shall have returned to normalcy in five or 
even ten years. Unstable conditions handicap all joint efforts. 
Every country, in the face of these uncertainties, wishes to retain 
perfect freedom of maneuver so as to choose the instrument of 
policy it deems most effective in meeting immediate emergen- 
cies. That means no one is ready to tie his hands by an inter- 
national agreement. 

But some type of action is necessary. We agree that the dis- 
turbed political situation will not cure itself. Stability will not 
return automatically. We can get it through agreement, or 
through world domination by a single power. The latter solu- 
tion most Americans reject—they do not want the Russians to 
rule the world, nor do they want the United States to take on the 
job. That is the reason we are in the United Nations and doing 
our best to make it work. 

To reestablish more normal, more stable conditions in world 
trade requires joint effort. If we sit by with folded hands, wait- 
ing for normalcy to return, we shall certainly find that other 
nations will not take an equally passive attitude. Being bound 
by no agreement, they will use all the weapons in the arsenal of 
economic warfare to capture foreign markets and to protect 
their own domestic markets. All this can have but one result, 


to perpetuate instability. 
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Considered positively, there are certain advantages in adopting 
the Charter now: (1) Facing the dangers of continued instabjl- 
ity, governments are more willing to make the concessions 
necessary for agreement. (2) In a period of full employment and 
high national incomes, such as now prevail in the United States 
and many other countries, tariff barriers can be lowered with. 
out much injury to protected industries. The situation is fluid, 
and resources can be transferred from one industry to another 
with much less difficulty than in a period of business stagnation, 


IV.—The Alternatives 


Out of all the analysis of the Charter, the weighing of its pros 
and cons, must come a decision. What should the United States 
do about the ITO Charter? Congress must determine the Ameri- 
can action. And the American action will go far to determine 
what the other governments will do. “Politics is the art of the 
possible.” Comparison of the Charter with a model document 
that a committee of American economists or businessmen might 
draft would be useful for analytical purposes but misleading as 
a guide to policy. Having studied the Charter’s imperfections, 
we must ask a harder question: What are the alternatives? 

The chances of having one article or another changed before 
the Charter is adopted are small. The Charter is a package of 
compromises; change one and someone else will change an- 
other. A gain in one section would almost certainly be matched 
by a loss elsewhere. Moreover, it is hardly practicable to talk of 
reopening the complex negotiations entailed in Charter re 
vision. Acceptance with reservations would gain no foreign 
agreement to our point of view and could signal the way for 
everyone to enlarge his own loophole by the same device. 

Perhaps there are some who believe that a wholly new and 
better charter could be substituted for this one. It is hard to 
see how. Who has the hope and energy to make a fresh start? 
The initiative and drive for the ITO has consistently come from 
the United States. If this country slackens, the proposal will 
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probably die. If we call for a fresh start, we may hear nothing 
but a hollow echo from the rest of the world. Nor is there the 
slightest evidence that new negotiations would lead to a better 
charter. If anything, the chances are it would be poorer—unless 
the critics of the present draft are thinking that the United States 
can use ERP aid to bring the foreigners closer to its terms. That 
would be bad counsel indeed. Such a course would abuse our 
position and frustrate the purposes of ERP. We are trying to 
rebuild a self-reliant Europe. National policies, even if they can 
be bought in the first place, are not likely to remain so, once the 
money stops; and the real effectiveness of the ITO cannot be- 
gin until after Europe’s economic relations with the rest of the 
world are more nearly in balance. (And, of course, many coun- 
tries that have signed the ITO Charter do not receive ERP 
aid.) 

The choice, then, is this Charter or none at all. It is difficult 
to see what the United States would gain from having no 
charter. Our hands would be free for nationalistic trade bar- 
gaining, it is true. We could “throw around” our great economic 
weight. But what would we gain from that? Finding export 
markets is hardly a problem these days. We do not suffer be- 
cause others deliberately withhold goods we want to import. 
It would be better to seek sound investment outlets by more 
constructive and lasting means. Whatever profit a few small 
groups might derive from bilateral tactics of this sort, the Ameri- 
can people as a whole would gain no real or lasting benefits 
from a catch-as-catch-can attempt to exploit the rest of the world. 


The ITO and the Marshall Plan 


The United States, in the ECA, has embarked on a gigantic 
program of aid to Europe. The crux of Europe’s present eco- 
nomic crisis is the dollar shortage. To relieve the dollar shortage 
is the purpose of the Marshall Plan. The Plan is a stop-gap 
device to put the countries of Western Europe in a condition 
where they can increase their productive capacity. But Western 
Europe is cut up into many separate sovereignties, each with its 
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own tariff. French iron and steel have been protected againg 
Belgian competition; Belgian dairy products have been pro 
tected against Dutch competition; English cotton goods haye 
been protected against Italian goods. The result has been to 
chop up Western European production into uneconomical units 
and to prevent the best use of Europe’s productive resources, 

To meet this situation the Organization for European Ego. 
nomic Cooperation, composed of the nineteen participants in 
the European Recovery Program, was created to “promote with 
vigor the development of production, through efficient use of 
the resources at their command ... [and to] develop, in mutual 
co-operation, the maximum possible interchange of goods and 
services.”*! One of the most significant achievements of the Or 
ganization has been the creation of an Intra-European Payments 
Scheme which provides a mechanism for reducing dependence 
upon dollars as a medium of exchange between countries of 
Europe and restores limited convertibility to European curren- 
cies, thus leading to an increase in intra-European trade.” 

The success of these efforts, however, depend to an important 
extent upon world economic conditions and world trade. The 
ITO, therefore, is an essential supplement to the present meas- 
ure for achieving European Recovery. The purpose of the pro- 
posed trade organization is to make export markets more ac 
cessible to producers everywhere. The member countries pledge 
themselves to undertake negotiations for tariff reduction; they 
promise to work toward the removal of quantitative restrictions 
on imports; they set up machinery for controlling cartels; they 
impose restrictions on the use of import duties to promote in- 
dustrial development in the underdeveloped countries. 

In short, the ECA uses American dollars to help rebuild Ev 
ropean productivity. But that alone will not cure Europe’s dollar 
shortage. When the flow of Marshall Plan aid ceases, Europe 





31 Convention for European Economic Co-operation, April 16, 1948, Part |, 
Articles 2, 4. 

32 See “European Recovery; Economic Cooperation in the Making,” Interna 
tional Conciliation, January 1949 (Carnegie Endowment for International Peace), 
pp. 49-56. 
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can acquire dollars only by selling her goods and services, prin- 
cipally goods, to overseas customers. At present trade restric- 
tions of all kinds block entrance to foreign markets. To open 
these markets to the goods of all countries, Europe’s and our 
own, is one of the major purposes of both the Havana Charter 
and the ITO. * * * 

The basic arguments for the ITO are still valid. The world 
needs an agreement to liberalize trade, and an international 
organization to supervise the agreement and provide a place 
where governments can discuss issues of common concern. 
World conditions have made it harder to obtain agreement than 
we expected when the project was launched. But a start has 
been made, and, in our opinion, the agreement is as good as 
we can expect in the present unfavorable circumstances. To re- 
ject the Charter would be to cancel that start. Without the 
Charter few countries would be committed to the principles of 
the ITO. The United States would lose the benefit of the Char- 
ter’s safeguards for liberal trade which we are likely to over- 
look in our concentration on its loopholes. 

A start, some principles, machinery, agreement on some con- 
crete problems and certain standards of conduct—these are the 
main assets of the ITO Charter. They are not negligible. The 
United States ought not lightly give them up. In a disordered 
world they are real gains. Drafting a Charter that procures 
these has been a substantial achievement. 

The United States cannot by its sole effort make the ITO a 
success. That depends on the main trading countries of the 
world being willing to work together in the spirit of the Charter 
and in a favorable atmosphere. But by rejecting the Charter 
the United States would foreclose, for an indefinite time to come, 
the opportunity for a large number of countries to work to- 
gether to apply liberal principles to the world’s trade. That is 
not a responsibility we ought to accept. It shuts doors and re- 
duces possibilities. The alternative—joining the ITO, with our 
eyes open to its weaknesses and the determination to make it 
work well—will open doors and increase the chances of progress. 











BIBLIOGRAPHICAL NOTE 


The various texts of the ITO Charter, beginning with the origina 
American Proposals for Expansion of World Trade and Employ. 
ment (November 1945) and ending with the Havana Charter for an 
International Trade Organization, March 24, 1948, have been pub 
lished by the Department of State. The texts of these two documents 
are printed as the Department’s Commercial Policy Series 79 and 
114, respectively. Many other documents concerning the ITO, 


well as explanatory articles, have been published by the United States | 
Government or the United Nations. Some are separate pamphlets, | 


others have appeared in the Department of State Bulletin. 


Business comment on the Charter appears in a number of places, 
Usually the texts of statements are available from the organizations 
issuing them in printed or mimeographed form. A handy com 
pendium that includes several business statements and an analysis 
of the public hearings on the Charter held throughout the United 
States in 1947, is Part 2, “Exhibits,” of International Trade Organ 
ization; Hearings before the Committee on Finance, United States 
Senate, Eightieth Congress, First Session, on Trade Agreements Sys- 
tem and Proposed International Trade Organization Charter (Wash- 
ington: U.S. Government Printing Office, 1947). This volume also 
contains much other useful material. Part 1 of the Hearings, the pro 
ceedings before the Committee, is very interesting for the expression 
of points of view it contains and for the explanation of various points 
in the Charter by government officials. 

Other works cited frequently in the text of this pamphlet are: 


The International Trade Organization; An Appraisal of the Havana 
Charter in relation to United States Foreign Policy, with a Definitive 
Study of Its Provisions. Report by Hon. James G. Fulton, Pennsyl- 
vania, and Hon. Jacob K. Javits, New York. Printed for the use of 
the Committee on Foreign Affairs, House of Representatives, 8oth 
Congress, 2d session. Washington: U.S. Government Printing Office, 
1948. 

“A Cartel Policy for the United States,” Report by the Committee 
on Cartels and Monopoly appointed by the Twentieth Century 
Fund. This appears as Chapter XII of Cartels or Competition? by 
George W. Stocking and Myron W. Watkins (New York: The 
Twentieth Century Fund, 1948). 
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“4 Guide to the Study of the ITO Charter,” prepared by Robert 
'p Terrill, which is included in the State Department’s text of the 
Havana Charter (Commercial Policy Series 114, 1948). 

Much else has been written about the Charter. A few selected 
items follow: 

Winthrop G. Brown. “General Agreements on Tariffs and Trade,” 
in Seymour Harris, ed., Foreign Economic Policy for the United 
Sates (Cambridge: Harvard University Press, 1948). 

Joseph S. Davis. International Commodity Agreements: Hope, 


lusion, or Menace? Published by the Committee on International 


foonomic Policy in cooperation with the Carnegie Endowment for 
International Peace. New York, 1947. 

Herbert Feis. “The Geneva Proposals for an International Trade 
Charter,” International Organization, February 1948. 

Harry C. Hawkins. “Problems Raised by the International Trade 
Organization,” in Harris, op. cit. 

Bert F. Hoselitz. “International Cartel Policy,” Journal of Political 
Economy, February 1947. 

J. M. Letiche. Reciprocal Trade Agreements in the World Economy. 
Published by the Committee on International Economic Policy in 


} operation with the Carnegie Endowment for International Peace. 
New York: King’s Crown Press, 1948. 


Raymond F. Mikesell. “Quantitative cand Exchange Restrictions 


j under the ITO Charter,” American Economic Review, June 1947. 


Richard Schiller. “The ITO Charter,” Social Research, June 1948. 

Jacob Viner. “Conflicts of Principle in Drafting a Trade Charter,” 
Foreign Affairs, July 1947. 

Clair Wilcox. A Charter for World Trade. New York: The Mac- 
millan Company, 1949. The authoritative manual. 

John H. Williams. “International Trade with Planned Economies: 
The ITO Charter,” Proceedings of the Academy of Political Science, 


May, 1947. 





